REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON KGATELOPELE LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I was engaged to audit the accompanying financial statements of the Kgatelopele Local 
Municipality, which comprise the statement of financial position as at 30 June 2011, the 
statement of financial performance, statement of changes in net assets and cash flow 
statement for the year then ended, a summary of significant accounting policies and 
other explanatory information, as set out on pages xx to xx. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP), the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) 
and the Division of Revenue Act of South Africa, 2009 (Act No. 1 of 2010 as amended) 
(DoRA), and for such internal control as management determines necessary to enable 
the preparation of financial statements that are free from material misstatement, 
whether due to fraud or error. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 
(Act No. 108 of 1996) and section 4 of the Public Audit Act of South Africa, 2004 (Act 
No. 25 of 2004) (PAA), my responsibility is to express an opinion on the financial 
statements based on conducting the audit in accordance with the International 
Standards on Auditing and General notice 1111 of 2010 issued in Government Gazette 
33872 of 15 December 2010. Because of the matters described in the basis for 
disclaimer of opinion paragraphs, however, I was unable to obtain sufficient appropriate 
audit evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Basis of presentation 

4. I was unable to confirm the accuracy, occurrence and completeness of the presentation 
and disclosure of the financial statements due to the following: 

• In terms of Directive 4: Transitional Provisions for Medium-and Low-Capacity 

Municipalities issued by the Accounting Standards Board, the municipality has 

adopted the transitional provisions for the following GRAP Standards: 

• GRAP 12 Inventories 

• GRAP 13 Leases 

• GRAP 16 Investment property 

• GRAP 17 Property, plant and equipment 

• GRAP 19 Provisions, contingent liabilities and contingent assets 

• GRAP 100 Non-current assets held for sale and discontinued operations 

• GRAP 102 Intangible assets 

• IFRS 7 Financial instruments disclosures 


5. Directive 4 exempts the municipality from measuring and recognising the municipality’s 
assets and liabilities covered by the aforementioned standards that were not previously 
recognised. 

6. The following disclosures were not made for the aforementioned standards as required 
by Directive 4: 



• The classes of assets and/or liabilities that had not been measured in accordance 
with the applicable standard of GRAP during the previous reporting period, but which 
are now so recognised. 

• The nature and amount of any measurement period adjustments recognised during 
the period. 

• Information on the progress made by the municipality towards measuring assets or 
liabilities in accordance with the requirements of the Standards of GRAP and 
recognising major classes of assets and liabilities that had not been recognised in 
full. 

• The records of the municipality did not permit the application of alternative audit 
procedures to confirm the accuracy, occurrence and completeness of the disclosure 
required by Directive 4. 

Property, plant and equipment 

7. The existence, completeness and valuation of and rights and obligations pertaining to 
property, plant and equipment to the value of R133 926 568, as disclosed in note 8 to 
the financial statements, could not be confirmed because of the following. 

• Infrastructure assets acquired after 1 July 2009 amounting to R15 447 345 were not 
componentised and measured in terms of GRAP 17, Property, plant and equipment. I 
was therefore not able to physically verify the infrastructure assets due to the 
recording of global amounts. The records of the municipality did not permit the 
application of alternative audit procedures. 

• I was unable to verify the valuation of infrastructure assets procured in the financial 
year under review to the value of R15 447 345. The records of the municipality did 
not permit the application of alternative audit procedures. 

• I was unable to verify the completeness and existence of property plant and 
equipment stated at R133 926 566 in the financial statements as monthly asset 
counts and reconciliations were not performed to ensure that the asset register is 
accurate and complete. The entity’s records did not permit the application of 
alternative audit procedures regarding the existence of property plant and equipment. 

• I was unable to verify the completeness and valuation of immovable assets disposed 
of in the financial year under review, stated at R322 750 in the financial statements. 
The entity’s records did not permit the application of alternative audit procedures 
regarding the completeness and valuation of immovable assets disposed of in the 
financial year under review. 

8. Contrary to the requirements of paragraph 19 of GRAP 3, Accounting policies, changes 
in accounting estimate and errors, the municipality did not retrospectively adjust 
property, plant and equipment for a prior period error, which was caused by the 
correction of an error discovered in the unbundling process of infrastructure assets. This 
resulted in property, plant and equipment, and the accumulated surplus in the 
comparative year being understated by R335 000. The municipality did not make the 
following disclosures as required by the standard: The nature of the prior year error, for 
each period presented, to the extent practicable; the amount of the correction for each 
financial line item affected; and the amount of the correction at the beginning of the 
earliest period presented. 



Intangible assets 

9. I was unable to confirm the completeness and existence of and rights and obligations 
pertaining to intangible assets, as the municipality failed to identify and recognise 
intangible assets in accordance with GRAP 102, Intangible assets. 


Inventory 

10. I was unable to confirm the completeness and existence of and rights and obligations 
pertaining to water inventory, as the municipality failed to identify and recognise the 
inventory in accordance with GRAP 12, Inventory. 

Cash flow statement 

11. GRAP 2, Cash flow statements prescribes the classification and understandability of the 
cash flow statement. The accuracy of the cash flow statement could not be confirmed 
due to the following: 

• No supporting documentation was provided for an amount of R15 617 299 to confirm 
the accuracy and completeness of the cash flow from investing activities. 

• The municipality incurred no new long-term loans for the financial year under review; 
however, the amount of R4 387 780 was disclosed as an increase in long-term loans 
on the cash flow statement. 

12. The records of the municipality did not permit the application of alternative audit 
procedures. 


Cash and cash equivalents 

13. Cheques to the value of R3 796 126 reflected on the bank statements but could not be 
traced to the system. Consequently, I did not obtain sufficient appropriate audit evidence 
to satisfy myself as to the existence, completeness, valuation and allocation of cash and 
cash equivalents as stated in note 13 to the financial statements. 

Commitments 

14. No contract management system was in place for the identification and recognition of 
contracts and there were no satisfactory alternative audit procedures that I could 
perform to obtain reasonable assurance that all commitments had been properly 
recorded. Consequently, I was unable to obtain sufficient appropriate audit evidence to 
satisfy myself as to the completeness of commitments of R1 501 318, as stated in note 
31 to the financial statements. 

Employee-related cost 

15. The accuracy of the remuneration of councillors to the value of R1 713 712 could not be 
confirmed due to discrepancies between the general ledger and the payslips of 
councillors. This resulted in remuneration of councillors as disclosed in note 23 to the 
financial statements being understated by R268 883. 



Employee benefits 

16. 1 was unable to confirm the completeness, existence and valuation of and rights and 
obligations pertaining to post-retirement benefits to the value of R2 250 790 as 
disclosed in note 6 to the financial statements, as adequate supporting documentation 
was not provided to support the balance. Furthermore, this was incorrectly disclosed 
under trade payables, which resulted in trade payables being overstated by R2 250 790. 

17. 1 was unable to confirm the completeness, existence and valuation of and rights and 
obligations pertaining to long-term service bonuses to the value of R542 398, as 
disclosed in note 48.1 to the financial statements, as adequate supporting 
documentation was not provided to support the balance. 

Irregular expenditure 

18. 1 was unable to confirm the completeness of irregular expenditure incurred during the 
year, because of the following: 

• The municipality did not comply with the supply chain management (SCM) 

regulations (GNR 868). The following represent the most significant matters identified 

in this regard: 

i) There was no evidence that a competitive bidding process had been followed for 
procurement equal to or in excess of R200 000, as all tender documents for the 
financial year under review were destroyed in a fire at the municipal premises 

ii) Tax clearance certificates were not obtained for procurement equal to or above 
R15 000. 

iii) There were also instances where the required number of quotations had not been 
obtained. 

iv) Written price quotations were accepted from suppliers without obtaining a 
declaration whether he/she was in the service of state or had been in the service 
of state for the past 12 months. 

v) Annual interest declarations were not completed by municipal officials involved in 
the procurement process. 

19. 1 was unable to obtain a register or reconciliation of irregular expenditure as the 
municipality had no system to identify and reconcile irregular expenditure. 


Unauthorised expenditure 

20. 1 was unable to confirm the completeness of unauthorised expenditure as disclosed in 

note 40.1 to the financial statements, because of the following: 

• I was unable to verify the completeness of unauthorised expenditure incurred as the 
municipality had no internal controls to ensure that conditional grants were spent for 
their intended purpose. The entity’s records did not permit the application of 
alternative audit procedures regarding the completeness of unauthorised 
expenditure. 

• Unauthorised expenditure was not calculated and disclosed in terms of the National 
Treasury requirements for budget disclosures. 

• I was unable to obtain a reconciliation of unauthorised expenditure as the 
municipality had no system to identify and reconcile unauthorised expenditure. 



Section 125 MFMA 


21. 1 was unable to confirm the occurrence, completeness, accuracy, classification and 
valuation of and rights and obligations pertaining to the section 125 MFMA disclosures 
as disclosed in note 41 to the financial statements, because of the following: 

• Section 125(2)(d)(i) of the MFMA states that the notes to the annual financial 
statements of a municipality must disclose particulars of any material losses. No 
distribution losses were disclosed in the notes to the financial statements because 
the municipality failed to implement adequate control measures to reliably calculate 
these losses. I was unable to determine the total extent of the understatement in 
distribution losses as sufficient appropriate documentation could not be obtained. 


Trade and other payables 

22. 1 was unable to confirm the completeness, existence and valuation of and rights and 
obligations pertaining to trade and other payables to the value of R6 644 853, as 
disclosed in note 6 to the financial statements, because of the following: 

• I was unable to verify the completeness, existence and valuation of and rights and 
obligations pertaining to movable trade and other payables to the value of R2 946 
332 as no supporting documentation was provided. The entity’s records did not 
permit the application of alternative audit procedures. 


Provisions 

23. 1 was unable to confirm the completeness, existence and valuation of and rights and 
obligations pertaining to provisions as the municipality did not disclose the provision for 
the restoration of the municipality’s landfill site, in accordance with GRAP 19, Provisions. 


Revenue 

24. 1 was unable to confirm the completeness, accuracy, occurrence and classification of 
revenue to the value of R51 210 374, as disclosed in the statement of financial 
performance, because of the following: 

• Revenue recognised from the sale of electricity to the amount of R7 464 954 is 
disclosed in note 15 to the financial statements. Supporting documentation for the 
sale of electricity amounts to Rll 516 487 resulting in revenue from the sale of 
electricity being understated by R4 051 534. 

• Adequate supporting documentation could not be provided to support amounts to the 
value of R8 819 223, as disclosed under other revenue in note 21 to the financial 
statements. 

• Adequate supporting documentation could not be provided to support amounts to the 
value of R477 224, as disclosed under licences and permits in the statement of 
financial performance. 

Unspent conditional grants 

25. The completeness, existence and valuation of the unspent conditional grants and 
receipts disclosed as R3 204 121 in note 7 to the financial statements could not be 
confirmed, due to the following: 

• The municipality did not recognise grants in accordance with GRAP 9; however, the 
grants received were classified as revenue, resulting in unspent conditional grants 
being understated and revenue overstated by R3 192 000. 



Expenditure 

26. The occurrence, classification and accuracy of expenditure disclosed as R31 691 451 in 
the statement of financial performance could not be confirmed, due to the following: 

• The occurrence, classification and accuracy of all expenditure incurred for 
procurement through competitive bidding could not be verified as all tender 
documents for the financial year under review were destroyed in a fire at the 
municipal premises. 


Receivables from exchange and non-exchange transactions 

27. I was unable to confirm the completeness, existence and valuations of and rights and 

obligations pertaining to receivables amounting to R15 877 178, as disclosed in notes 

11 and 12 to the financial statements, due to the following: 

• I was unable to obtain sufficient appropriate audit evidence as to the valuation and 
existence of trade and other receivables from exchange transactions, disclosed as 
R14 736 756 in note 11 to the financial statements. The impairment loss provision 
was not recognised in accordance with South African Statement of Generally 
Accepted Accounting Practice, IAS 39 (AC 133), Financial instruments: Recognition 
and measurement, as the basis for the calculation of the impairment does not 
comply with the stipulations of IAS 39. Furthermore, included in trade receivables is 
an amount of R342 927 the recovery of which is doubtful based on the past 
payment history and the assessment of the provision for bad debts in terms of the 
requirements of IAS 39. An impairment loss has not been recognised for this 
amount of R342 927. 

• Paragraphs 43 and 46 of the International Accounting Standard, IAS 39 Financial 
instruments: recognition and measurement requires that receivables have to be 
initially measured at fair value and subsequently measured at amortised cost using 
the effective interest method. Interest was not levied on outstanding accounts for 
the financial year. The total extent of this misstatement could not be determined. 
The records of the municipality did not permit the application of alternative audit 
procedures 

• Adequate supporting documentation could not be provided to support amounts to 
the value of R471 261, as disclosed as unauthorised expenditure in note 12 to the 
annual financial statements. 

• Comparative figures have not been adequately disclosed in note 11 to the financial 
statements. 

Value-added tax (VAT) 

28. 1 was unable to confirm the completeness and valuation of and rights and obligations 
pertaining to VAT payable amounting to R2 592 406, as disclosed in note 6 to the 
financial statements, because the movements in the VAT accounts could not be 
reconciled to the underlying records. The records of the municipality did not permit the 
application of alternative audit procedures. 



Contingent liability 

29. The municipality did not disclose a contingent liability of RIO 000 000 for operating a 
landfill site without the required licence and permit, as required by section 20 of the 
Environmental Conservation Amendment Act, 2003 (Act No. 50 of 2003). 


Leases 

30. 1 was unable to confirm the completeness, existence and valuation of and rights and 
obligations pertaining to the finance lease liabilities as this was not appropriately 
disclosed in the financial statements due to the following: 

• The municipality incorrectly classified finance leases as defined in GRAP 13 as long- 
term liabilities. Due to the lack of sufficient appropriate audit evidence, I could not 
determine the amounts by which property, plant and equipment, long and current 
portions of finance lease liabilities, accumulated surplus and net surplus were 
understated. The municipality’s records did not permit the application of alternative 
audit procedures. 


Accumulated surplus 

31. 1 was unable to confirm the completeness, existence and valuation of and rights and 
obligations pertaining to accumulated surplus amounting to R142 950 738, as disclosed 
in the statement of financial position, because of the following. 

• Contrary to the requirements of paragraph 19 of GRAP 3 Accounting policies, 
changes in accounting estimate and errors, the municipality did not retrospectively 
adjust prior period errors, which resulted in the accumulated surplus being 
misstated, because of the following: 

32. An error in property, plant and equipment was not retrospectively adjusted. The error 
was discovered in receivables in the prior year. This resulted in receivables and the 
accumulated surplus in the comparative year being overstated by R3 231 363. 

33. Adequate supporting documentation could not be provided to support amounts totalling 
R8 133 395, as disclosed as a correction of prior period errors in note 28 to the annual 
financial statements. 

34. The municipality did not make the following disclosures as required by GRAP 3: the 
nature of the prior year error for each period presented, to the extent practicable; the 
amount of the correction for each financial line item effected; and the amount of the 
correction at the beginning of the earliest period presented. 


Prior year qualifications not resolved 

35. International Standard of Auditing (ISA) 710, which deals with comparatives, requires the 
auditor to modify the auditor’s report when the matters that gave rise to the prior year 
modification of the audit report are still unresolved as indicated below from paragraph 36 
to 43. 



Revenue 


36. The municipality did not use tariffs approved by the council and the National Energy 
Regulator of South Africa in the calculation of service charges amounting to 
R16 007 399 (2008-09: R17 343 575). I could not evaluate the accuracy of revenue and 
receivables from service charges, as the municipality had incorrectly captured meter 
readings from the meter reading cards onto the accounting systems. The municipality’s 
records did not permit the application of alternative audit procedures regarding revenue 
and receivables. 


Receivables 

37. 1 could not assess the reasonability of the provision for bad debts of R2 344 000 (2008- 
09: Rll 799 984) and the corresponding decrease in account receivables, due to an 
inadequate age analysis. The municipality’s records did not permit the application of 
alternative audit procedures regarding accounts receivable. 

38. According to paragraph 46(a) of IAS 39, loans and receivables must be measured at 
amortised cost using the effective interest method. Contrary to this requirement, the 
municipality did not charge interest on outstanding receivables. In addition, I was unable 
to obtain sufficient appropriate audit evidence to satisfy myself as to the valuation and 
allocation of accounts receivable amounting to R5 929 071 (2008-09: R4 367 328), due 
to an inadequate age analysis. The municipality’s records did not permit the application 
of alternative audit procedures regarding accounts receivable. 

39. The existence, valuation and completeness of other debtors amounting to R3 221 049 
(2008-09: R2 897 639) could not be confirmed as insufficient supporting documents were 
provided. The municipality’s records did not permit the application of alternative audit 
procedures regarding accounts receivable. 


Expenditure 

40. Expenditure amounting to R500 291 was misstated as the municipality had incorrectly 
classified and allocated some expenditure to the wrong category of expense. 


Value-added tax (VAT) 

41. The municipality did not provide adequate supporting documents for the journals passed 
in the VAT control account amounting to R9 151 803. Consequently, the VAT receivable 
balance of R3 736 390 (2009: R6 352 368) as disclosed in note 18 to the financial 
statements was misstated. I could not determine the effect on revenue and receivable 
transactions contained in the financial statements. The municipality’s records did not 
permit the application of alternative audit procedures regarding accounts receivable. 


Post-retirement benefit liabilities 

42. The entity did not measure and disclose its post-employment benefit liabilities in 
accordance with paragraph 46 of IAS 19. Consequently, I did not obtain sufficient 
appropriate audit evidence to satisfy myself as to the existence, completeness, valuation 
and allocation of the post-retirement benefit liabilities. 



Cash flow statement 


43. The presentation of a cash flow statement, summarising the entity’s operating, investing 
and financing activities, is required by GRAP 2 Cash Flow Statements. The repayment of 
borrowings of R2 526 004 (2009: R315 325) presented in the cash flow statement 
included non-cash transaction equivalents of R1 648 316. The cash flows from financing 
activities were overstated by R1 648 316 and the cash and cash equivalents in the cash 
flow statement were understated by the same amount. 


Disclaimer of opinion 

44. Because of the significance of the matters described in the basis for disclaimer of 
opinion paragraphs, I have not been able to obtain sufficient appropriate audit evidence 
to provide a basis for an audit opinion. Accordingly, I do not express an opinion on these 
financial statements. 


Emphasis of matters 

45. 1 draw attention to the matters below. My opinion is not modified in respect of these 
matters. 


Additional matters 

46. 1 draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Material inconsistencies in other information included in the annual report 

47. The annual report had not been received at the date of this report and as result a 

conclusion could not be drawn on the consistency between the financial statements and 
the audit report with other information included in the annual report. 


Unaudited supplementary schedules 

48. The supplementary information set out on annexures A to E does not form part of the 
financial statements and is presented as additional information. I have not audited these 
schedules and, accordingly, I do not express an opinion thereon. 



REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 


49. In accordance with the PAA and in terms of General notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, I include below my findings on the 
annual performance report as set out on pages XX to XX and material non-compliance 
with laws and regulations applicable to the municipality. 

FINDINGS ON THE REPORT ON PREDETERMINED OBJECTIVES 

Included below are the findings raised during our audit of the report on predetermined 
objectives. 

Usefulness of information 

The following criteria were used to assess usefulness: 

• Measurability: Indicators are well defined and verifiable, and targets are specific, 
measurable and time bound. 

The following audit findings relate to the above criteria: 

50. Planned and reported targets are not specific 

For all programmes, 22% of the planned and reported targets were not: 

• specific in clearly identifying the nature and the required level of performance. 

51. Planned and reported targets are not measurable 

For all programmes, 53% of the planned and reported targets were not: 

• measurable in identifying the required performance. 

52. Planned and reported targets are not time bound 

For all programmes, 83% of the planned and reported targets were not: 

• time bound in specifying the time period or deadline for delivery. 

53. Planned and reported indicators are not well defined 

• For all programmes, 82% of the planned and reported indicators were not clear, as 
unambiguous data definitions were not available to allow for data to be collected 
consistently. 

54. Planned and reported indicators are not verifiable 

• For all programmes valid performance management processes and systems that 
produce actual performance against the planned indicators do not exist for 91% of 
the indicators. 

Reliability of information 

The reported performance information was deficient in respect of the following criteria: 

• Validity: The reported performance did not occur and does not pertain to the entity. 

• Accuracy: The amounts, numbers and other data relating to reported actual 
performance have not been recorded and reported appropriately. 

• Completeness: All actual results and events that should have been recorded have 
not been included in the reported performance information. 


The following audit findings relate to the above criteria: 


55. Sufficient appropriate evidence was not submitted to support reported targets 

• Sufficient appropriate evidence in relation to any of the selected programmes 
(describe the reported programmes/objectives) could not be obtained. There were 
no satisfactory audit procedures that I could perform to obtain the required assurance 
as to the validity, accuracy and completeness of the reported performance against 
predetermined objectives. 

Compliance with laws and regulations 

Strategic and performance 

56. The accounting officer of the municipality did not by 25 January assess the performance 
of the municipality during the first half of the financial year, taking into account the 
municipality’s service delivery performance during the first half of the financial year and 
the service delivery targets and performance indicators set in the service delivery and 
budget implementation plan, as required by section 72(l)(a)(ii) of the MFMA. 

57. The municipal council did not, within the prescribed period after the start of its elected 
term, adopt a process set out in writing to guide the planning, drafting, adoption and 
review of its integrated development plan, as required by section 28(1) of the Municipal 
Systems Act. 

58. The municipality did not adopt a framework that describes and represents how the 
municipality’s cycle and processes of performance planning, monitoring, measurement, 
review, reporting and improvement will be conducted, organised and managed, including 
determining the roles of the different role players, as required by sections 38, 39, 40 and 
41 of the Municipal Systems Act (MSA) and Municipal Planning and Performance 
Management Regulations 7 and 8. 

59. The accounting officer of the municipality did not submit the results of the assessment on 
the performance of the municipality during the first half of the financial year to the mayor 
of the municipality, the National Treasury and the provincial treasury, as required by 
section 72(l)(b) of the MFMA. 

Budgets 

60. The mayor did not submit to council all quarterly reports on the implementation of the 
budget and the financial state of affairs of the municipality within 30 days after the end of 
each quarter, as required by section 52(d) of the MFMA. 

61. Contrary to the requirements of section 70(1) of the MFMA, the accounting officer did not 
report in writing to the municipal council any impending or actual overspending of the 
municipal budget and the steps taken to rectify such financial problems. 


Annual financial statements, performance and annual reports 

62. The financial statements submitted for auditing were not prepared in all material respects 
in accordance with the requirements of section 122 of the MFMA. Material 
misstatements identified by the auditors were not adequately corrected, which resulted in 
the financial statements receiving a disclaimer audit opinion. 



63. The accounting officer did not submit the annual financial statements of the municipality 
for auditing within two months after the end of the financial year, as required by section 
126(l)(a) of the MFMA. 

64. Late submission of the annual financial statements to the Auditor-General for auditing 
was not appropriately addressed by the mayor and municipal council as per the 
requirements of section 133(1) of the MFMA. 

65. The mayor did not table in council the 2009-10 annual report of the municipality within 
seven months after the end of the financial year, as required by section 127(2) of the 
MFMA. 

66. The mayor did not submit a written explanation to the council setting out the reasons for 
the delay in the tabling of the 2009-10 annual report in council, as required by section 
127(3) of the MFMA. 

Audit committees 

67. The audit committee did not function as required by section 166 of the MFMA in that: 

• it did not advise the council, the accounting officer and the management staff of the 
municipality on matters relating to internal financial control and internal audits, risk 
management, accounting policies, performance management, effective governance, 
compliance with applicable legislation and performance evaluation. 

• it did not review the annual financial statements. 

• it did not respond to the council on any issues raised by the Auditor-General in the 
audit report. 

• it did not meet at least four times a year. 

68. The audit committee did not advise the council of the municipality on the adequacy, 
reliability and accuracy of financial reporting and information, as required by section 
166(2)(a)(iv) of the MFMA. 

69. The audit committee did not advise the municipal council, the political office bearers, the 
accounting officer and the management staff of the municipality on matters relating to 
compliance with the MFMA, DoRA and other applicable legislation, as required by 
section 166(2)(a) of the MFMA. 

70. The municipality did not appoint and budget for a performance audit committee, nor was 
another audit committee utilised as the performance audit committee, as required by 
Municipal Planning and Performance Management Regulation 14. 

Internal audit 

71. The internal audit unit did not function as required by section 165(2) of the Municipal 
Finance Management Act, in that: 

• Internal audit did not report to the audit committee on the implementation of the 
internal audit plan; 

• Internal audit did not advise the accounting officer and/or report to the audit 
committee on matters relating to internal audit internal controls accounting 
procedures and practices risk and risk management and loss control. 



72. Internal audit did not report to the audit committee on matters relating to compliance with 
the Municipal Finance Management Act, the Division of Revenue Act and other 
applicable legislation as required by section 165(2)(b) of the Municipal Finance 
Management Act. 

73. The municipality did not develop and implement mechanisms, systems and processes 
for auditing the results of performance measurement as part of its internal audit 
processes as required by section 45(l)(a) of the Municipal Systems Act and Municipal 
Planning and Performance Management Regulation 14. 

74. The internal audit processes and procedures did not include assessments of the 
functionality of the municipality’s performance management system and whether the 
system complied with the requirements of the Municipal Systems Act as required by 
Municipal Planning and Performance Management Regulation 14. 

75. The internal audit processes and procedures did not include assessments of the extent 
to which the municipality’s performance measurements were reliable in measuring the 
performance of the municipality on key as well as general performance indicators as 
required by Municipal Planning and Performance Management Regulation 14. 

76. The internal auditors of the municipality did not audit the performance measurements on 
a continuous basis and did not submit quarterly reports on their audits to the municipal 
manager and the performance audit committee as required by Municipal Planning and 
Performance Management Regulation 14. 


Procurement and contract management 

77. Goods and services with a transaction value of between RIO 000 and R200 000 were 
procured without obtaining written price quotations from at least three different 
prospective providers, contrary to the requirements of SCM regulation 17(a) & (c). 

78. Sufficient appropriate audit evidence could not be obtained that goods and services of a 
transaction value above R200 000 were procured by means of inviting competitive bids 
as per the requirements of SCM regulation 19(a) and 36(1). 

79. Sufficient appropriate audit evidence could not be obtained that bid specifications for 
procurement of goods and services through competitive bids were drafted in an unbiased 
manner that allowed all potential suppliers to offer their goods or services, as per the 
requirements of SCM regulation 27(2)(a). 

80. Sufficient appropriate audit evidence could not be obtained that awards were made to 
providers based on criteria that were stipulated in the original bid documents, as per the 
requirements of SCM regulations 21(b) and 28(1). 

81. Sufficient appropriate audit evidence could not be obtained that final awards and 
recommendation of awards to the accounting officer were made by an adjudication 
committee constituted as per the requirements SCM regulation 29(2). 

82. Sufficient appropriate audit evidence could not be obtained that awards were made to 
providers whose tax matters had been declared by the South African Revenue Services 
to be in order, as required by SCM regulation 43. 

83. Awards were made to suppliers who did not submit a declaration on their employment by 
the state or their relationship to a person employed by the state, as per the requirements 



of Municipal SCM regulation 13(c). 


84. Sufficient appropriate audit evidence could not be obtained that awards were made to 
suppliers who had scored the highest points in the evaluation process, as per the 
requirements of section 2(l)(f) of Preferential Procurement Policy Framework Act. 

85. Sufficient appropriate audit evidence could not be obtained that construction contracts 
were awarded to contractors that were registered and qualified for the contract in 
accordance with the prescripts of the Construction Industry Development Board. 

86. The municipality did not implement an SCM policy, as required by section 111 of the 
MFMA. 

87. Awards were made to providers whose directors are persons in service of other state 
institutions, in contravention of the requirements of SCM regulations 44. Furthermore, 
the provider failed to declare that he/she is in the service of the state, as required by 
SCM regulation 13(c). 

88. Persons in service of the municipality whose close family members had a private or 
business interest in contracts awarded by the municipality failed to disclose such 
interest, as required by SCM regulation 46(2)(e) and the code of conduct for staff 
members issued in terms of the Municipal Systems Act, while the providers failed to 
declare their relationship to persons employed by the municipality as per the 
requirements of municipal SCM regulation 13(c). 

89. SCM officials whose close family members had a private or business interest in contracts 
awarded by the municipality participated in the process relating to that contract, contrary 
to the requirements of SCM regulation 46(2)(f). 

90. Sufficient appropriate audit evidence could not be obtained that contracts were awarded 
and quotations were obtained in accordance with legislative requirements and the SCM 
policy. 


Human resource management and compensation 

91. Senior managers directly accountable to the municipal manager did not sign annual 
performance agreements for the year under review, as required by sections 57(l)(b) and 
57(2)(a) of the MSA. 

92. The municipal manager did not sign an annual performance agreement for the year 
under review, as required by sections 57(l)(b) and 57(2)(a) of the MSA. 


Expenditure management 

93. The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained an effective system of expenditure control, including procedures for 
the approval, authorisation, withdrawal and payment of funds, as required by section 
65(2)(a) of the MFMA. 

94. Money owing by the municipality was not always paid within 30 days of receiving an 
invoice or statement, as required by section 65(2)(e) of the MFMA. 



95. The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained an effective system of expenditure control, including procedures for 
the approval, authorisation, withdrawal and payment of funds, as required by section 
65(2)(a) of the MFMA. 

96. The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained a management, accounting and information system which 
recognised expenditure when it was incurred, accounted for creditors of the municipality, 
accounted for payments made by the municipality, as required by section 65(2)(b) of the 
MFMA. 

97. The accounting officer did not take reasonable steps to prevent unauthorised 
expenditure irregular expenditure and fruitless and wasteful expenditure, as required by 
section 62(l)(d) of the MFMA. 

Conditional grants 

98. Sufficient appropriate audit evidence could not be obtained that the allocations for 
(include detail) were utilised for the purposes stipulated in their respective schedules or 
gazetted DoRA framework, as required by section 15(1) of DoRA. 

99. The municipality did not always submit monthly reports to the transferring national 
officer, the National Treasury and the provincial treasury on spending and financial 
performance in respect of the allocations received for (include detail), as required by 
section ll(2)(b) of DoRA and section 71(5) of the MFMA. 

100. The municipality did not always submit quarterly reports to the transferring national 
officer on non-financial performance in respect of the allocation received for municipal 
infrastructure, as required by section ll(2)(c) of DoRA. 

101. The accounting officer did not evaluate the performance of the municipality in respect of 
programmes funded or partially funded by a schedule 4 allocation within two months 
after the end of the financial year, as required by section 11(6) of DoRA. The accounting 
officer did not evaluate the performance of the municipality in respect of programmes 
funded or partially funded by a schedule 4 allocation within two months after the end of 
the financial year as required by section 11(6) of DoRA. 

Revenue management 

102. The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained a management, accounting and information system which 
recognised revenue when it is earned, accounted for debtors, accounted for receipts of 
revenue, as required by section 64(2)(e) of the MFMA. 

103. Revenue received by the municipality was not always reconciled at least on a weekly 
basis, as required by section 64(2)(h) of the MFMA. 

104. Interest was not charged on all arrears accounts, as required by section 64(2)(g) of the 
MFMA. 

105. A credit control and debt collection policy was not implemented as required by section 
96(b) of the MSA. 

106. The council did not implement a tariff policy on the levying of fees for municipal services 
provided by the municipality, contrary to section 74(1) of the MSA. 



107. Contrary to the requirements of section 64(3) of the MFMA, the accounting officer did not 
inform the National Treasury of any payments due by an organ of state to the 
municipality in respect of municipal tax or for municipal services when such payments 
were regularly in arrears for periods of more than 30 days 


Asset management 

108. The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained a management, accounting and information system which accounts 
for the assets of the municipality, as required by section 63(2)(a) of the MFMA. 

109. The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained an effective system of internal control for assets (including an asset 
register), as required by section 63(2)(c) of the MFMA. 


INTERNAL CONTROL 

110. In accordance with the PAA and in terms of General Notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, I considered internal control relevant 
to my audit, but not for the purpose of expressing an opinion on the effectiveness of 
internal control. The matters reported below are limited to the significant deficiencies that 
resulted in the basis for disclaimer of opinion, the findings on the annual performance 
report and the findings on compliance with laws and regulations included in this report. 

Leadership 

111. The municipality did not have sufficient monitoring controls to ensure adherence to the 
internal policies and procedures at a programme/objective level and for purposes of 
taking corrective action. 

112. The accounting officer did not ensure that proper internal control procedures are 
developed, implemented and monitored to ensure that reported account balances, 
transactions and disclosures are supported by valid, accurate and complete financial 
information. 

113. The accounting officer of the municipality did not ensure that internal control procedures 
are developed, implemented and monitored to ensure that monthly sets of financial 
statements are prepared and subjected to review. 

114. The accounting officer of the municipality did not ensure that internal control procedures 
are developed, implemented and monitored to ensure that daily disciplines are 
performed and reviewed. 

115. Leadership did not communicate and enforce management assertions (completeness, 
accuracy and quality) relating to the disclosures in the financial statements. 

116. The accounting officer does not evaluate whether management has implemented 
effective internal controls by gaining an understanding of how senior management has 
met its responsibilities in terms of the daily disciplines and preparing the annual financial 
statements. 

117. Action plans developed based on the previous audit outcomes were not implemented as 
planned and not monitored and tracked by the leadership of the municipality. 



Financial and performance management 

118. The municipality did not implement proper record keeping in a timely manner to ensure 
that complete, relevant and accurate information is accessible and available to support 
financial and performance reporting. 

119. Regular, accurate and complete financial and performance reports are not compiled by 
the financial unit and reviewed by the chief financial officer (CFO) of the municipality, 
supported and evidenced by reliable information. 

120. The financial statements and other information to be included in the annual report are not 
reviewed by the CFO of the municipality for completeness and accuracy prior to 
submission for audit. 

121. The municipality does not review and monitor compliance with applicable laws and 
regulations. The municipality does not have a delegated employee who is trained and 
has the necessary technical skills to address and monitor new legislative changes 
affecting the municipality. 

122. The annual performance report was not submitted for auditing as per the legislated 
deadlines. This is due to adequate systems not being in place during the financial year to 
facilitate the accuracy, classification and completeness of the accounting records. 

123. Records management and maintenance disciplines should be refined and included in the 
daily key controls and reviewed and monitored by the appropriate level of management. 

Governance 

124. Internal controls are not selected and developed to prevent, detect and correct material 
misstatements in financial reporting and reporting on predetermined objectives. 

125. The leadership of the municipality does not emphasise the importance of a functioning 
audit committee within the municipality. 

126. The leadership of the municipality does not emphasise the importance of a functioning 
internal audit unit within the municipality. 


Kimberley 

30 March 2012 
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